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REBUTTAL TESTIMONY OF 
CHARLES R. MOORE 

ON BEHALF OF 
NAVOPACHE ELECTRIC COOPERATIVE, INC. 

SUMMARY OF TESTIMONY 

Mi. Moore is the Chief Executive Officer and Manager of Engineering Services oi 

Vavopache Electric Cooperative, Inc. (“NEC”). Mr. Moore adopts the pre-filed direct testimony ol 

Mr. David Plumb, NEC’s past CEO. He highlights the many areas of agreement between Staff and 

VEC, including: use of a test year ending April 30, 2010, an adjusted test year rate base of 

175,213,519, an adjusted test year net margin of a negative $174,608, NEC’s use of a total system 

tnalysis versus an Arizona only analysis, the need for the total system revenue increase of $3,413,663 

)r 7.16%, acceptance of NEC’s cost of service study (“COSS”) and general acceptance of NEC’s 

n-oposed changes to service charges and service policies, including changes to its line extension 

)olicy. NEC appreciates Staffs efforts and agreement on these issues. 

Mr. Moore explains why NEC is proposing: higher customer charges, having new 

nembers pay for the pro rata cost of the transformer serving them, and rates that address the 

nequities demonstrated by the COSS. As a member/customer-owned cooperative, with a 

nember/customer elected Board of Directors, NEC is operated on the principal of providing reliable 

Iectric service at rates that are both reasonable and equitable with no fiduciary obligation to provide a 

eturn to investors and no profit motive. NEC seeks rates that recover its actual operating costs and 

,rovide operating margins that will allow it to maintain, operate and improve its system in a manner 

ionsistent with: prudent utility practices, the provision of reliable electric service to its member 

:ustomers, meeting the financial criteria of its creditors and complying with the requirements of 

ederal, state and local laws, ordinances, rules, regulations and orders. 

Mr. Moore also encourages the Commission to proceed expeditiously to adopt a streamlined 

ate process for non-profit cooperatives. 
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L?. 

4. 

1. INTRODUCTION 

Please state your name and employer. 

My name is Charles R. Moore. I am the Chief Executive Officer and Manager of Engineering 

Services of Navopache Electric Cooperative, Inc. (“NEC” or “Cooperative”). I have served as 

Manager of Engineering Services at NEC since July 3 1, 2006 and as CEO since March 2, 

2012. 

Please describe your background. 

I hold a Bachelor of Science in Electrical Engineering degree from Lamar University in 

Beaumont, Texas, awarded May 15, 1982. I am a registered Professional Engineer in the State 

of Arizona and in the states of Colorado, Nebraska, Nevada, New Mexico, Utah, Washington 

and Wyoming. Over the past 30 years I have been employed at an Investor Owned Utility, a 

municipal utility, a Public Utility District and a Cooperative with responsibility for 

engineering and operations of transmission, distribution, hydro generation, substations, 

protective relaying, metering, AMFUAMI, SCADA, and microwave communications. Fifteen 

years of my experience has been as a consultant to electric utilities for system voltage levels 

from 4.16 kV through 500 kV, in the areas of transmission and distribution system planning 

and studies, transmission and distribution line design, routing, permitting and construction, 

generation controls and relaying, and substation design and construction. I am experienced in 

and responsible for all corporate compliance of WECC, NERC and FERC Reliability 

Standards and renewable energy programs at NEC. 

-L- 
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0. 
4. 

2. 

4. 

2. PURPOSE OF REBUTTAL TESTIMONY 

What is the purpose of your testimony in this proceeding? 

I adopt the direct testimony of David Plumb and provide NEC’s man 

the following issues: 

gement’s perspective 

1. NEC’s agreement with StafT on most issues presented by this case. 

2. The basic nature and character of an electric distribution cooperative. 

3. The need to incrementally improve the Cooperative’s rate designs, including recovering a 

greater portion of the base cost of providing service from the residential class and through 

the customer charge. 

4. Support for the Commission’s effort to streamline the current ratemaking process for 

nonprofit cooperatives. 

3. AREAS OF AGREEMENT WITH STAFF 

Do NEC and Staff agree on many of the issues the Commission must decide in this rate 

case? 

Yes. NEC and Staff are in agreement on most of the issues raised by this rate application, 

including the following: 

Use of a test year ending April 30,2010. 

An adjusted test year rate base of $75,213,519. 

Adjusted test year revenues of $47,661,234. 

Adjusted test year operating expenses of $5,466,598. 

Adjusted test year operating income of $2,194,636. 

Adjusted test year net margins of ($174,608). 

An Adjusted test year return on rate base of 2.92%. 

4 e :  0109-029-001 5-0010; Desc: Rebuttal Testimony-Moore 03 10 12; Doc#: 121460~2 
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i. 

Use of a total system analysis to develop a cost of service study (“COSS”), a 

recommended revenue level and rate designs and then breaking out Arizona jurisdictional 

information fi-om the system wide results. 

A recommended revenue increase (total system) of $3,4 13,663 or 7.16%. 

Approval of the COSS submitted by NEC because it uses: procedures and methodology 

that are generally accepted standards throughout the utility industry and previously 

approved by the Commission (e.g., the last Trico Electric Cooperative (Docket No. E- 

O 146 l A-08-0430) and Sulphur Springs Valley Electric Cooperative (Docket No. E- 

O 1575A-08-0328) rate cases); appropriately hctionalized, classified and allocated costs; 

reasonable weighting factors; and the “Sum of 12 Non-Coincident Peaks (“NCP”) to 

appropriately allocate demand charges. 

Approval of NEC proposed service charges. 

Approval of NEC proposed Service Policies, with two exceptions. 

NEC appreciates Staffs general support of its rate application. 

4. AREAS OF DISAGREEMENT WITH STAFF 

Are there some areas where Staff and NEC disagree? 

Yes, there are a few areas of disagreement between Staff and NEC, including: 

The formulas to calculate the times interest earning ratio (“TIER’) and debt service 

coverage (L‘DSC”). 

Recovery of transformer costs from individual members requesting new service. 

When to grandfather the existing line extension policy. 

The level of customer charges and other rate design issues. 
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recommending different revenue levels for NEC. Similarly, none of the other areas of 

disagreement impact the recommended level of revenues, but they will have long term impacts 

on NEC that can and should be avoided or minimized by adopting NEC’s proposals. 
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5. THE COOPERATIVE PHILOSOPHY 

Q. 

A. 

What is the nature and character of NEC? 

NEC is a nonprofit cooperative formed in 1946 and is owned by the very 35,000 member/ 

customers it serves throughout its 10,000 square mile, predominately rural, service territory in 

Arizona and Catron County, New Mexico with limited overall density. Thus, the 

Cooperative’s owners and customers are one and the same. The Cooperative should not be 

considered as a separate and distinct entity fiom its customers when examining requests for 

rate adjustments. 

14 

15 NEC’s owner/customers also elect the eight members of the Board of Directors that set policy 

16 

17 

18 

I 19 

20 

21 

22 l 

and direct the management of the Cooperative. Each NEC director represents a specific district 

and is elected by the owner/customers living in that district. In other words, NEC’s directors 

are the directly elected representatives of the very customers served by the Cooperative. 

When the Board of Directors submits a rate application it does so as the elected 

representatives of the owner/customers that will be subject to the rates. Therefore, the Board 

carefully weighs both the level of increase and rate design to ensure the revenues are needed 

and will be recovered fairly among the owner/customers it represents before making the filing. 

23 

24 
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no fiduciary duty to provide a return to shareholders. In fact, NEC is obligated to annually 
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allocate patronage capital credits back to its owner/customers equal to the amount NEC 

receives from fimishing electric energy in excess of its operating costs and expenses 

(margins). In other words, the owner/customers are credited all margins earned by NEC as 

capital credits. The capital credits are retired, without interest, on a 25 year cycle, or upon 

death of a member, subject to NEC’s financial ability to return them. In return for these 

ownership benefits, NEC’s owner/customers are expected to provide patronage capital (i.e., 

contribute to NEC’s margins) fairly and equitably in relation to the costs imposed on the 

system. In other words, each owner/customer of a cooperative is expected to pay fair and 

equitable rates reflective of the cost of the service they receive. 

While held by NEC, the margins are used to provide reliable power at the lowest cost to 

NEC’s owner/customers and protect the reliability and security of its electric distribution 

system consistent with good utility practices and the federal, state and local laws, rules, 

regulations, ordinances and orders governing its operations. NEC currently owns and operates 

approximately 250 miles of 69 kV sub-transmission lines and 3,200 miles of 14.4/24.9 kV 

distribution lines. 

System improvements are set forth in successive four-year construction work plans that must 

be submitted to and approved by the Rural Utilities Service (“RUS”), an agency of the United 

States Department of Agriculture. RUS is also the primary source of NEC’s financing, other 

than patronage capital. The construction work plans are also submitted to the Commission in 

connection with financing applications to approve the loans secured to facilitate 

implementation of the construction work plan. NEC’s current construction work plan and 

financing was approved by Commission Decision No. 72550, dated August 4,201 1. I note the 
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Commission restricted the draws on the loan to $28,000,000 until NEC secured new rates 

providing additional revenues sufficient to repay the additional draws. 

6. RATE DESIGN ISSUES 

How should the Commission treat the request of NEC for a rate increase? 

Certainly NEC expects the Commission to carefully review its applications to ensure that 

NEC’s test year expenditures and its operation, maintenance and improvements are consistent 

with good utility practices. However, once that threshold is demonstrated, given NEC Board’s 

relationship with its customers (i.e., the duly elected representatives of those directly impacted 

from a decision to raise rates) and the customers ownership of NEC, the Commission should 

give substantial weight and deference to the requests of NEC’s Board and should not reject or 

modi@ them without a strong evidentiary basis demonstrated on the record. 

Has Staff presented evidence demonstrating that NEC’s proposed rate designs should be 

rejected or modified? 

No. 

What differences exist between Staff and NEC on rate design? 

As Mr. Hedrick explains in his rebuttal testimony, NEC and Staff disagree on the revenue 

responsibility of the residential class, and the level of customer charges, on-peak demand 

charges in the large commercial and industrial time-of-use and interruptible demand rates, and 

how demand should be billed for the irrigation class. NEC proposed rates that are designed to 

move each customer classification closer to the cost of serving that class. In contrast, Staffs 

rate design is close to an even distribution of the rate increase across the existing rates and 

fails to address inequities the COSS supported by both NEC and Staff. 

-7- 
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Are Staffs proposed rate designs consistent with the ‘cooperative’ philosophy? 

Definitely not. As I have explained, a fundamental principal underlying the cooperative 

concept is that the cooperative’s owner/customers should pay fair and equitable rates 

representative of the costs of providing service to them. Mr. Hedrick explains that S M s  rate 

design fail to properly address the inequities in the current rate designs identified in the COSS 

submitted by NEC and accepted by Staff. 

First, Staff does not allocate the residential class, especially those on the optional time-of-use 

rate, sufficient additional revenue responsibility. The standard and time-of-use residential 

classes currently have the greatest revenue deficiency, by far. NEC did not propose the 

revenue deficiency be completely corrected in this filing, but designed rates that would 

significantly reduce the deficiency. As explained by Mi-. Hedrick, NEC’s proposed rates 

would increase the relative rate of return of the standard residential class to 0.834 from 0.459 

and to 0.961 from a negative 0.1 14 for the time-of-use residential class. NEC continues to 

believe the increased revenue responsibility it proposes for these two rate classes is fair, 

equitable and in the best interest of the NEC owner/customers. 

Second, the Staffs rate design holds customer charges at current level and therefore totally 

ignores the inequalities identified by the COSS. Ensuring each customer class pays a 

sufficient customer charge to cover the basic costs of making service available to that class is 

compatible with the cooperative philosophy. It must be remembered that NEC predominantly 

provides residential service with low densities and a large portion of secondhacation homes 

occupied only during the summer months. Any portion of the base cost of service shifted to 

the energy rate results in full time residents subsidizing the true cost of providing service to 

those with vacation homes and/or choosing to build a home in a sparsely populated area. NEC 

-8- 
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is also concerned that setting customer charges too low results in M l  time customers with 

lower incomes being forced to subsidize those more affluent customers that can take 

advantage of electric competition options, and/or the Commission’s promotion (subsidization) 

of renewables in individual -homes and energy efficiency programs - evaluated based upon 

overpriced energy costs due to improperly set customer charges. Thus, failing to establish 

customer charges that reflect the base cost of providing electric service shifts the cost of 

service from part time residents to full time residents, creates unnecessary and undue revenue 

instability, and encourages switches to energy resources based upon an improper energy price 

signal fiom NEC. These adverse consequences fiom improperly pricing the cost component 

parts of NEC service can and should be avoided by setting an appropriate customer charge. 

Third, as Mr. Hedrick explains, Staff‘s rate designs do not establish proper on-peak demand 

charges for the large commercial and industrial time-of-use and interruptible demand rates. 

These rates should properly reflect the wholesale purchased power demand costs incurred by 

NEC. Providing time-of-use customers’ savings without providing the cooperative off-setting 

cost savings causes other customers to provide the lost revenue. Time-of-use and interruptible 

rates are not intended to cause such cross-subsidization and it is not fair to those customers 

required to provide the subsidization. 

Finally, Staff, without explanation, fails to accept NEC’s proposal to include a billing demand 

charge for the irrigation class. A horsepower (HP) charge was historically used as proxy for 

demand charge in an era where the cost of installing, reading and maintaining demand meters 

in remote irrigation areas was not cost justified. NEC is shifting to AMI metering throughout 

its service area, so this reason for using the HP proxy no longer exists. As noted by Mr. 

Hedrick, if a member changes out a motor and installs a different HP without notifying NEC, 

-9- 

Tile: 0109-029-0015-0010; Desc: Rebuttal Testimony-Moore 03 10 12; Doc#: 121460~2 



~~~ 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

I 17 

18 

19 

20 

21 

22 

23 

24 

25 

2. 

9. 

Q. 
4. 

Q. 
A. 

.. 

the billing will no longer even be a proxy for what is installed. Such change outs have 

certainly occurred. NEC believes the HP charge should be replaced with a demand charge. 

Is NEC changing the rates it is proposing in response to Staff’s direct testimony? 

No, but we are providing alternative rates on rebuttal. These rates are provided as an 

alternative to Staffs proposal, if the Commission determines the cost based rates initially 

proposed by NEC represent too much of a shift at this time. NEC believes its original 

proposed rates are still appropriate as they reflect the COSS and achieve all the tasks 

enumerated by Mr. Pasquinelli at page 3 of his direct testimony. As Mr. Hedrick explains, the 

alternative rebuttal rates we are providing are sensitive to the points raised by Staff and 

therefore would represent a compromise between the rates NEC truly desires and those 

recommended by Staff. 

7. POLICY ISSUES 

Does Staff oppose any of the changes NEC proposes in its policy manual? 

Staff supports all changes NEC has proposed with the exception of the inclusion of meter and 

transformer costs as an individual prospective customer’s responsibility when requesting a line 

extension. NEC is willing to exclude meter costs, but in so doing emphasizes that this only 

serves to fiu-ther justify NEC’s proposed customer charge on a going forward basis. As to the 

transformer cost, as explained by Mr. Hedrick, NEC is willing to cap a new individual 

customer’s responsibility at 50% of the total cost of the transformer. 

Does Staff propose some retroactive treatment of the existing line extension policy? 

Yes. As Mr. Hedrick discusses, Staff proposes that any potential customer that received a line 

extension quote within one year of a decision in this case be treated under the existing line 

-10- 
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prospective customer six months to start construction or else the quote automatically becomes 

void. This limit is clearly set forth in the Engineering Survey Contract, a copy of which 

accompanies my rebuttal testimony as CRM- Rebuttal Exhibit 1. We further support extending 

the time up to 90 days following the entry of a decision in this case. 

7 

8 

15 

16 

17 

Therefore, NEC supports the following being included in the decision: NEC shall apply the 

estimate. 

8. STREAMLINED RATE PROCESS 

9 

10 

11 

12 

13 

14 

line extension policy in effect at the time of the prospective customer received a written 

formal line extension where the prospective customer proceeds with construction of the line 

extension within 90 days of the date of a decision in this case or six months of the date of the 

estimate, whichever is longer. 

The foregoing is consistent with NEC’s existing practice, but gives a party at least 90 days 

following the changes in the line extension policy to proceed under the old policy and 

18 

19 

20 

21 

22 

23 

24 

25 

Q. Do you have any comments on the rate process that you would like to share with the 

Commission? 

This is the first time I, and most of NEC’s current staff, have been involved in a rate case 

before the Commission. We appreciate Staffs willingness to discuss and try to resolve 

contested issues in a fair and equitable manner. However, the process is unnecessarily 

cumbersome and costly for non-profit electric distribution cooperatives. NEC asks 1 the 

Commission act promptly in proposing and processing appropriate rules to streamline the rate 

case process for non-profit cooperatives. 

A. 

- 
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Q. 
4. 

DOES THIS CONCLUDE YOUR PRE-FILED REBUTTAL TESTIMONY? 

Yes, it does. 
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. ’  EXHIBIT “D” ORIGINAL 
Navopache Electric Cooperative, Inc. 

Lakeside, Arizona 

ENGINEERING SURVEY CONTRACT 

THIS AGREEMENT made this day of ,20 , between Navopache Electric 
-operative, Inc., hereinafter called :Cooperative’ and . . 
hereinafter called ‘Customer“ for engineering services associated with the extension of electric power 
lines to or within the following described property: 

It is mutually agreed that: 

1. The Customer agrees to reimburse the Cooperative for the cost of any engineering surveys 
performed by the Cooperative that are the result of changes requested by the Customer, or required as 
the result of easement problems, at the Cooperative’s current costs. 

2. The Customer will pay the Cooperative for all costs incurred for any engineering survdys if no 
construction is started within six months of the date of the initiai survey request. If the construction is 
started within six months, these costs will become part of the construction costs. 

3. All engineering surveys and estimates will be good for a period of six months; after six months, a 
revised survey will be required. 

4. The Cooperative may require an advance for engineering survey. 

5. Should Navopache Electric Cooperative find it necessary to retain legal services to enforce its 
rights under this contract at law or equity, Customer agrees to pay all legal fees and costs incurred by 
Navopache Electric Cooperative. 

NAVOPACHE ELECTRIC COOPERATIVE, INC. 

By: 
Customer 

Title Title 

c APPROVED FOR FILING 

CRM- Rebuttal Exhibit 1 
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REBUTTAL TESTIMONY OF 
DAVID W. HEDRICK 

ON BEHALF OF 
NAVOPACHE ELECTRIC COOPERATIVE, INC. 

SUMMARY OF REBUTTAL TESTIMONY 

Mr. Hedrick is the Vice-president and Manager of the Analytical Services group of C. 

3. Guernsey & Company, Engineers, Architects and Consultants. In his rebuttal testimony Mr. 

jedrick discusses: 

1. 

2. 

3. 

4. 

5. 

6.  

Staffs failure to utilize the results of the cost of service study (“COSS”), which it 

acknowledges is appropriate and should be approved, to allocate the revenue 

requirement among the rate classes or to design rates. 

The lack of support for Stafl’s proposed revenues to each class or essentially 

uniform where the COSS demonstrates more of the revenue responsibility needs to 

be shifted to the residential and commercial and industrial classes. 

The lack of support for Staffs’ proposed customer charges, for S t a r s  proposed on- 

peak demand charges in the commercial and industrial time-of-use and 

interruptible demand rates and for Staffs proposal to continue using a HP charge 

instead of a demand charge for irrigation customers. 

NEC’s continued support of the rates proposed in its application. 

An alternative set of rates that are a blend of the rates being proposed by NEC and 

Staff. 

NEC’s support for limiting recovery of the total transformer cost from new 

individual customers to 50% and for alternative language regarding handling line 

extension estimates secured by prospective customers prior to a decision in this 

matter. 

1 
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I 

1. INTRODUCTION 

Q. 

A. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is David W. Hedrick and my business address is 5555 North Grand Boulevard, 

Oklahoma City, Oklahoma 731 12-5507. - 

5 

6 Q. BY WHOM ARE YOU EMPLOYED AND WHAT IS YOUR POSITION? 

7 

8 

A. I am employed by C. H. Guernsey & Company, Engineers, Architects and Consultants. I am 

Vice-president and Manager of the Analytical Services Group. 

9 

10 Q. ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS MATTER? 

16 

17 

18 

11 

12 

extension policy in response to Staffs submitted direct testimony. 

A. I am testifying on behalf of Navopache Electric Cooperative, Inc. (“NEC” or the 

“Cooperativeyy). I have previously presented Direct and Supplemental testimony in the matter. 

2. CLASS REVENUE REOUIREMENT 

14 

15 

Q. 

A. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

My testimony will address the issues of class revenue requirements, rate design and line 

22 

23 

24 

19 

20 

21 

25 

Pasquinelli Direct at p. 4, Table 1. 1 

Q. 

A. Yes. Without explanation, Staff adjusted the class revenue requirements so all rate 

DID STAFF MAKE CHANGES TO CLASS REVENUE REQUIREMENTS? 

1 classifications would have approximately the same percentage increase. 

2 
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IS IT APPROPRIATE TO INCREASE ALL RATE CLASSIFICATIONS BY THE 

SAME PERCENTAGE? 

No. A cost of service study is the primary guide for identifying cost-based rates. The intent of 

completing a cost of service model is to identify the extent to which each of the rate classes 

are contributing margins to the total system, and to identify how the costs are incurred. The 

cost of service should be used as a basis for rate designs that appropriately recover margins 

fiom the appropriate classes and customers. It would only be appropriate to increase all rate 

classes by the same percent if all rate classes were earning the same rate of return. 

Q. DID STAFF ACCEPT NAVOPACHE’S SUBMITTED COSS WITHOUT 

EXCEPTION? 

Yes. StafTrecognizes “NEC’s COSS used appropriate methods to functionalize, classify and 

allocate costs” and that, “NEC used procedures and methodology that are generally accepted 

standards throughout the utility industry for its COSS.”2 As a result, Staff recommends the 

Commission accept NEC’S coss in this case.3 

A. 

Q. DO THE RESULTS OF NAVOPACHE’S COSS SHOW THAT ALL RATE CLASSES 

EARN THE S A M E  RATE OF RETURN? 

No. The following table shows the rates of return under existing rates, the relative rates of 

return and the revenue deficiency as a percent of revenue for each of the rate classes. The 

revenue deficiency as a percent of revenue is the required increase or decrease necessary to 

bring all rate classes to a uniform rate of return and earn a relative rate of return of 1.00. All 

rate classes are not earning the same rates of return. 

A. 

II I 
3 
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Rate Class 

Residential 

Residential TOU 

Commercial & Industrial 

Comm & Ind TOU 

Small Commercial 

Small Commercial TOU 

Irrigation 

Irrigation TOU 

Lights 

Total System 

Existing 

ROR 

1.338% 

-0.333% 

2.126% 

12.993% 

8.175% 

10.350% 

13.327% 

7.920% 

12.243% 

2.918% 

Existing 

RROR 

0.459 

(0.1 14) 

0.729 

4.453 

2.802 

3.547 

4.567 

2.714 

4.196 

1 .ooo 

I 

Revenue 

Deficiency 

1 1.283% 

12.305% 

5.629% 

-5.545% 

-1.028% 

-3.701 % 

-5.898% 

-0.484% 

-8.712% 

-7.162% 

The COSS results clearly indicate NEC’s proposed increases by rate class are justified. In 

order to start to address the existing inequities between the rate classes it is necessary to have 

higher increases for classes whose relative rates of return are less than 1.00. NEC believes 

that the increases by rate class it has proposed more appropriately reflects the cost of service 

than the rates proposed by Staff. 

Q. 

A. 

File: 0109-029-0015-0010; Desc: Rebuttal Testimony-Hedrick-final2; Doc#: 121588~1 

HAS NEC DEVELOPED ALTERNATIVE RATE DESIGNS THAT ADDRESS THE 

RATE CLASS INEQUITIES AND ADDRESS STAFF’S DESIRE TO SMOOTH OUT 

THE PERCENTAGE INCREASE BY CLASS? 

NEC believes that the originally proposed rates are justified, are reflective of the results of the 

COSS and position the Cooperative to address rate class inequities. However, the Cooperative 

has developed alternative rate designs that still address some of the inequities in the existing 
4 
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Q* 

A. 

Q. 

A. 

rates while being more sensitive to changes between the classes as represented in Staffs rate 

design. 

HOW DO THE ALTERNATIVE RATES ADDRESS THE RATE CLASS 

INEQUITIES? 

The alternative rates reflect slightly higher increases to the rate classes that were showing 

relative rates of return less than 1.00 than proposed by Staff, but less than reflected by NEC’s 

proposed rates. The rate classes showing relative rates of return less than 1 .OO are residential, 

residential time of use and commercial and industrial. The relative revenue increases by rate 

class of the various rate proposals are shown on DWH-Rebuttal Schedule 1.0. The alternative 

rates are labeled ‘Rebuttal’. 

WHAT IS THE IMPACT OF THE RELATIVE RATES OF RETURN UNDER THE 

VARIOUS RATE DESIGNS? 

The class rates of return under the NEC’s proposed rates, Staff rates and the alternative 

(rebuttal) rates are shown in the table below: 

Rate Class 

Residential 

Residential TOU 

Commercial & Industrial 

Comm & Ind TOU 

Small Commercial 

Small Commercial TOU 

Existing 

RROR 

0.459 

(0.1 14) 

0.729 

4.453 

2.802 

3.547 
5 

Proposed 

RROR 

0.834 

0.961 

0.730 

1.785 

1.471 

1.583 

File: 0109-029-0015-0010; Desc: Rebuttal Testimony-Hedrick-final2; Doc#: 121588~1 

Staff 

RROR 

0.719 

0.541 

1.284 

2.416 

1.745 

2.141 

Rebuttal 

RROR 

0.759 

.0708 

1.015 

2.422 

1.579 

1.958 
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4. 

Q* 

A. 

Q. 

I 

Irrigation 4.567 2.142 2.807 2.41 1 

Irrigation TOU 2.714 1.569 1.679 1.670 

Lights 4.196 2.026 2.146 2.075 

Total System 1 .ooo 1 .ooo 1 .ooo 1 .ooo 

DO THE ALTERNATIVE RATE DESIGNS PRODUCE THE SAME REVENUE 

REQUIREMENT AS SUBMITTED IN THE APPLICATION AND AGREED UPON 

BY STAFF? 

The alternative rates produce the same total system revenue requirement of $3.413 million. 

There is a slight shift of $21,169 to Arizona jurisdictional customers over the rates proposed 

by Staff as shown on DWH-Rebuttal Schedule 1 .O, p.2. 

3. CUSTOMER REVENUE REOUIREMENTS 

DO YOU AGREE WITH MR. PASQUINELLI’S RATE DESIGN GOALS AS 

OUTLINED ON PAGE 3 OF HIS TESTIMONY? 

Yes. NEC believes that the originally proposed rate designs and rebuttal rate designs meet all 

of the criteria for rate designs as outlined in Mr. Pasquinelli’s testimony. However, Staff has 

not shown how its rate designs better achieves any of the tasks enumerated on page 3 of Mr. 

Pasquinelli’s testimony than those of Navopache. Each rate adjustment is an opportunity to 

incrementally move toward rates that better reflect the COSS. Maintaining the status quo will 

not result in rates that are more equitable to member consumers and closely linked to the cost 

of providing service. 

, -  . 

WHAT IS NEC’S POSITION WITH REGARD TO THE COMPONENTS OF THE 

File: 0109-029-0015-0010; Desc: Rebuttal Testimony-Hedrick-find 2; Doc#: 121588~1 

RATE DESIGNS PROPOSED BY STAFF? 
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A. 

P. 

4. 

There are three areas with which NEC disagrees with the rate charges developed by Staff. 

0 

0 

The level of the customer charges; 

The level of the on-peak demand charges for commercial and industrial and interruptible 

demand rates; and 

The continued use of a horsepower rate for the irrigation class. 0 

PLEASE COMMENT ON THE CONCERNS WITH REGARD TO THE LEVEL OF 

STAFF’S PROPOSED CUSTOMER CHARGES. 

As noted earlier, Staff found NEC’s COSS unbundled cost components were determined 

appropriately. However, S t a s  rate design does not reflect those cost components and holds 

the customer charges at present levels. The COSS results show that the customer charges 

proposed by NEC are justified. For example, the customer component of cost for Residential 

is $23.69 per month, as shown on Schedule G-6.0, Page 1 of 10 of Attachment 19 to NEC’s 

July 7,201 1 Supplemental filing. NEC’s proposed customer charge for Residential is $23.25. 

NEC’s proposed customer charges are more reflective of the COSS. A customer charge that 

better reflects the COSS provides more rate stability, addresses the part-time nature of a 

significant portion of NEC’s customers, provides a more accurate price signal, and more 

equitably allocates the revenue responsibility resulting from customers switching to 

renewables andor implementing energy efficiency measures and eliminates the need for a 

complex decoupling mechanism with its annual adjustments in rates. Failure to make some 

reasonable movement in the customer charge leaves the Cooperative subject to revenue 

instability related to energy efficiency, weather, economic slowdowns and other causes for 

decreases in energy usage, necessitating more frequent rate filings. NEC asks the Commission 

to take this opportunity, where the overall rate increase (excluding new service charges) is 

under 7%, to make appropriate adjustments to the rate components better reflecting the cost of 
7 
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4. 

Q. 

A. 

service in order to avoid, or at least minimize, these adverse impacts to NEC and its 

owner/customers, Setting an appropriate customer charge is a key component to establishing 

fair, just and reasonable rates for NEC. 

DO THE ALTERNATIVE RATES NEC HAS DEVELOPED INCLUDE A 

DIFFERENT CUSTOMER CHARGE THAN NEC’S PROPOSED RATES? 

Yes. In an effort to address what NEC understands is Staffs sensitivity to increased customer 

charges, the alternative rates reduces the movement toward the COSS. In particular, the 

increase to the customer charge for the standard residential customer is limited to $1.20 (from 

$18.30 to $19.50) rather than moving to the $23.25 in NEC’s proposed rates. While NEC 

prefers the customer charges move much closer to the level justified by the COSS, the 

alternative rates at least provide some upward movement while minimizing customer impact 

on low-usage customers (including vacation homes that are unoccupied for much of the year). 

A summary of the rate charges is shown on DWH-Rebuttal Schedule 2.0. 

PLEASE COMMENT ON THE CONCERNS WITH REGARD TO THE ON-PEAK 

DEMAND CHARGES IN THE COMMERCIAL AND INDUSTRIAL TIME-OF-USE 

AND INTERRUPTIBLE DEMAND RATES. 

Staff rate design for On-Peak demand and Interruptible demand are understated and not based 

on the unbundled cost components from the COSS. These demand charges should reflect the 

wholesale purchased power demand costs. The C&I TOU purchased power capacity 

component costs $10.57 per NPC kW as shown on Schedule G-6.0, Page 1 of 10 of 

Attachment 19 to NEC’s July 7,201 1 Supplemental filing. Staffs proposed on-peak demand 

charge is $9.76, which is only $0.10 more than the $9.69 demand charge Staff proposes for 

off-peak use. Setting an on-peak demand charge lower than the actual wholesale demand cost 
8 
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2. 

9. 

incurred for this class and without a proper differential between on-peak and off-peak rates, 

will shift purchased power cost recovery responsibility to everyone, and create an inequity in 

the rates. This is demonstrated by the relative rates of return under the existing C&I TOU 

rate, which reflects similar problems with its design. Unfortunately, Staffs C&I TOU rate 

does not correct the problems with existing rate design of this rate. 

A time-of-use rate is an optional rate design offered to members who can choose whether or 

not to participate. An opportunity is given to each member to be actively involved in 

managing load which can result in substantial savings, if the member can operate in off-peak 

hours. The offer is made based upon savings from the reduction in capacity charges to NEC 

from the wholesale power supplier. There should be no additional benefit to a consumer who 

voluntarily chooses to participate in a time-of-use rate. In addition, there should be a clear 

and strong pricing signal to the member to avoid the on-peak period. NEC’s proposed On- 

Peak and Interruptible demand charges are more reflective of the appropriate costs and should 

be adopted. The alternative rates developed by NEC retain the proposed demand charges for 

the C&I TOU class of service. 

PLEASE COMMENT ON THE CONCERNS WITH REGARD TO MAINTAINING 

THE EXISTING HORSEPOWER RATE STRUCTURE FOR THE IRRIGATION 

CLASS. 

NEC’s proposed rate design for the Irrigation rate class included a billing demand charge to 

more appropriately recover capacity costs. Staffs proposed rate design for the Irrigation class 

maintains the HP charge but provides no justification for maintaining this rate structure. A 

demand rate will measure and bill on actual consumption. Members can change out motors 

with a different sized motor without notifying the Cooperative which results in inaccurate 
9 
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0. 

4. 

billing determinants. Converting the rate from HP billing to demand billing provides NEC a 

more reliable measure of actual consumption and appropriate application of the rates. NEC 

already has the metering installed to measure and record demand readings. NEC believes its 

proposed rate design is appropriate and justified and should be adopted. The alternative rates 

developed by NEC for the Irrigation and Irrigation TOU retain the demand charges NEC 

originally proposed. 

4. LINE EXTENSION POLICY 

DOES NEC AGREE WITH STAFF’S POSITION WITH REGARD TO THE LINE 

EXTENSION POLICY? 

There are two Staff recommendations with regard to line extension policy with which NEC 

disagrees: 

1. Treatment of transformer costs for individuals. 

In its initial application, NEC proposed to change the construction allowance in the line 

extension policy from $1,500 plus the cost of the meter and transformer to $500 including the 

cost of the meter and transformer. The proposed change is justified based on the significant 

increase in facilities costs to serve new load, much of which is part-time residences requiring 

larger than typical services but with very low annual consumption. The change to a lower 

construction allowance results in NEC collecting more contribution from the consumer 

initially and reducing the amount of plant investment to be financed. The total construction 

cost to connect a new customer includes the cost of the meter and transformer. 

Staff recommends exclusion of transformer and meter costs from an individual customer’s 

re~ponsibility.~ This change would result in a reduction in the amount of contribution from the 

new customer and an increase in the investment made by NEC. NEC can agree to the 

10 
Lloyd Direct at p. 4,11.3-4. 

3 e :  0109-029-0015-0010; Desc: Rebuttal Testimony-Hedrick-final2; Doc#: 121588~1 



1 

2 

3 

4 

I 5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

, 

~ 24 

25 

exclusion of the meter cost and NEC is willing to cap the customer’s pro rata responsibility at 

50% of the total cost of the transformer. In most circumstances, NEC serves multiple 

customers fiom a single transformer. Each customer would be responsible only for their pro 

rata share of the transformer cost. Limiting the responsibility to 50% of the total cost will 

ensure that an individual customer pays no more than half of the cost of the transformer. NEC 

understands that while it is justified to include the full cost of the transformer, the change to 

include the total cost could be considered too much of a change at one time. Excluding the 

meter cost and limiting the amount of the transformer cost would be appropriate. 

2. Apulication of existing: uolicies. 

Staff recommends “that any potential customer who has been given the current line extension 

allowance estimate or quote by Navopache up to one year prior to an Order in this matter 

should be given the line extension allowance as specified in Navopache’s Policy Manual as of 

the time of the estirnate/quote.”’ As discussed by Mr. Moore, Staffs recommendation has no 

prospective cutoff limit and ignores the current limitations on quotes. NEC’s “Engineering 

Survey Contract” provides: 

Ail engineering surveys and estimates will be good for a 

period of six months; after six months, a revised survey will 

be required. 

NEC supports giving prospective customers who received a written estimate within six months 

prior to entry of a decision (i.e., an estimate that is still valid) the greater of the six months 

from the date of the estimate or 90 days following the entry of a decision to start construction 

of the line extension. This provides all customers with a valid estimate on the date the 

decision is entered at least 90 days to start construction. 

11 
’ Lloyd Direct at p. 4,ll. 6-9. 
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Q. 
A. 

DOES THIS CONCLUDE YOUR PRE-FILED REBUTTAL TESTIMONY? 

Yes, it does. 

12 
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